COUNTY OF LOS ANGELES
DEPARTMENT OF AUDITOR-CONTROLLER

KENNETH HAHN HALL OF ADMINISTRATION
500 WEST TEMPLE STREET, ROOM 525
LOS ANGELES, CALIFORNIA 90012-2766

PHONE: (213) 974-8301  FAX: (213) 626-5427

J. TYLER McCAULEY
AUDITOR-CONTROLLER

September 15, 2006

TO: Mayor Michael D. Antonovich
Supervisor Gloria Molina
Supervisor Yvonne B. Burke

Supervisor Zev Yaroslavsk
Supervisor Don Knabe-—"
WA

FROM: J. Tyler McCauley F»"
Auditor-Controller

SUBJECT: FISCAL AND PROGRAM MONITORING OF DEPARTMENT OF
COMMUNITY AND SENIOR SERVICES’ FISCAL YEAR 2004-05
WORKFORCE DEVELOPMENT PROGRAM SERVICES

The Department of Community and Senior Services (CSS) contracts with cities and
community-based, non-profit organizations (service providers) to provide Workforce
Development (WD) program services. WD program services include job search
training, job placement assistance and career counseling to low income or at-risk adults
and youth.

There are two types of WD service contracts, cost reimbursement and fee-for-service.
Cost reimbursement contracts pay providers for the actual cost of the services provided.
Fee-for-service contracts pay providers a set fee for each unit of service provided.
CSS’ WD fee-for-service contracts also require that, if a fee-for-service provider’s actual
costs are less than the total amount they are paid, the service provider must either get
approval from CSS to use the excess earnings to provide WD services, or return the
excess earnings to CSS.

At the request of CSS, we contracted with a Certified Public Accountant, Moss, Levy &
Hartzheim (MLH), to conduct fiscal and program monitoring of the 74 WD service
providers that had contracts with CSS during Fiscal Year (FY) 2004-05.

REVIEW SUMMARY

MLH has completed its fiscal and program monitoring reviews, and has reported the
results for each service provider to CSS and to each service provider. Attachment 1
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summarizes the total number of findings for each service provider, and the dollar
findings for the cost reimbursement contracts. Attachment 2 summarizes the dollar
findings for the fee-for-service contracts.

MLH identified $765,293 in questioned payments to providers with cost reimbursement
contracts. These questioned payments related to costs that were incorrectly allocated
to the WD program, costs that were not adequately documented, and costs that were
incorrectly recorded in the providers’ accounting records. |If service providers are
unable to resolve the questioned costs, they will have to return these amounts to CSS.
In addition, MLH noted that one service provider (Jovenes, Inc.) had signs of financial
instability.

MLH also identified $212,769 in findings for fee-for-service contracts. These findings
primarily related to improperly allocated costs, costs not adequately documented, and
costs that were incorrectly recorded in the providers’ accounting records. |If these
findings are not resolved, the service providers will need to adjust their revenues and/or
expenses, which could result in excess earnings. As noted earlier, if fee-for-service
providers have excess earnings, the funds must either be used to provide WD services
or be returned to CSS. During the FY 2005-06 WD fiscal and program monitoring, the
monitors will determine whether any of the providers had excess earnings for FY 2004-
05.

MLH also prepared a management letter (Attachment 3), which includes
recommendations for CSS to ensure the service providers are meeting the terms and
conditions of their contracts. For example, MLH recommended that CSS reimburse
service providers only after the providers submit the required backup documentation,
penalize providers who submit invoices late, and ensure that providers maintain the
required level of insurance coverage.

REVIEW OF REPORT

Each report was discussed with CSS and the appropriate service provider. CSS has
indicated that they will work with the service providers to resolve all of MLH’s findings by
December 31, 2006. Attachment 4 is CSS’ response and action plan to address MLH’s
recommendations.

Because of the number of service providers, copies of individual reports are not
enclosed, but are available for your review. Please call if you have any questions, or
have your staff call Terri Kasman at (626) 293-1121 if you wish to review any reports.

JTM:MMO:JLS:TK
HACSS WD 04-05 Board Letter

Attachments
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c: David E. Janssen, Chief Administrative Officer
Department of Community and Senior Services
Cynthia D. Banks, Director
Josie Marquez, Director of Workforce Development
Public Information Office
Audit Committee
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Attachment 3

MOSS, LEVY & HARTZHEIM, LLP
CERTIFIED PUBLIC ACCOUNTANTS
9107 WILSHIRE BLVD., SUITE 400
BEVERLY HILLS, CALIFORNIA 90210
TELEPHONE (310) 2732745

FAX (310) 2731689
E-MAIL:nlhbh@pacbell.net

MEMBER: OFFICES:
ROBERT M. MOSS. C.P A*‘ BEVERLY HILLS CALIFORNIA
RONALD A LEVY.C.P A . SANTA MARIA, CALIFORNIA
CRAIG A HARTZHEIM, C.P.A. AMERICAN INSTITUTE OF C.P.AS
HADLEY HUI, C.P.A. CALIFORNIA SOCIETY OF C.PA.S

CALIFORNIA SOCIETY OF
MUNICIPAL FINANCE OFFICERS
CALIFORNIA ASSOCIATION OF

THOMAS LEUNG. C.PA. SCHOOL BUSINESS OFFICIALS

* DENOTES PROFESSIONAL CORPORATION

June 1, 2006

Mr. J. Tyler McCauley
Auditor-Controller

500 West Temple Street, Room 525
Los Angeles, CA 90012-2766

Re: Work Order No. 6-99, 2004-05 CSS Workforce Development Programs Service Providers
Monitoring

In planning and performing the 2004-05 Department of Community and Senior Services (CSS)
Workforce Development Programs Monitoring, we noted certain matters involving the
Department of Community and Senior Services’ internal control structure relating to accounting
and contract administration that we consider to be reportable conditions under standards
established by the American Institute of Certified Public Accountants.

Reportable conditions involve matters coming to our attention relating to significant deficiencies
in the design or operation of the internal control that, in our judgment, could adversely affect the
organization’s ability to record, process, summarize, and report grant expenditures.

A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
Workforce Development Program grant expenditures may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We
noted one weakness involving the internal control that we consider to be a material weakness.

The scope of our engagement was limited to monitoring Workforce Development Service
Providers and did not include considering and providing assurance on CSS’ internal control
structure. Such monitoring would not disclose all matters in CSS’ internal control structure that
might be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses as defined above.

This report is intended solely for the use of the County of Los Angeles and is not intended to be
and should not be used by anyone other than the specified party.



The following findings that we feel need to be reported are:

. Finding — Insufficient backup documentation:

We noted that CSS was reimbursing Service Providers, even though the Service Provider was not
providing sufficient backup documentation, (general ledger, MIS forms), or was providing
incorrect backup documentation.

Recommendation:
We recommend that CSS reimburse Service Providers only after the Providers submit the
required backup documentation which reconciles to the reimbursement request.

Finding — Lack of procedures with fixed asset purchases:
We noted that CSS personnel are not personally tagging each fixed asset that was purchased with
grant money.

Recommendation:
We recommend that CSS personnel personally tag each fixed asset that is purchased with grant
money, for proper tracking, and that CSS maintains records of same,

Finding — No negative consequences for invoices not submitted timely:
We noted that numerous reimbursement invoices have been submitted to CSS late, but there were
no negative consequences for this tardiness.

Recommendation:
We recommend that CSS penalize Service Providers who submit their reimbursement invoices
after the required date.

. Finding — Signed documents not being received by the Service Provider on a timely basis:
We noted that numerous Service Providers had not received signed copies of their contract by the
time of our first site visit.

Recommendation:
We recommend that CSS provide all of the signed documents back to the Service Provider on a
timely basis.

Finding — Contract work appears to have begun prior to contract execution:

We noted that five of the 22 CalWorks Service Providers appear to have begun the program prior
to their contract being executed. Signed contracts were not provided to us during our on-site
visit, therefore we are unable to determine if executed contracts existed prior to the start of the
program or not. Possible unforeseen problems, such as violations of contract terms, scope, and
conditions may occur if executed contracts were not prepared prior to program commencement.
Furthermore, this may increase liability of the County due to a lack of or inadequate insurance.

Recommendation:

We recommend that the County reiterate in a memo or bulletin to Service Providers the
importance of not beginning work on a contract prior to the contract being executed, and to retain
any executed contract on file.




F. Material Weakness
Finding — Additional Liability exposure for the County of Los Angeles:
We noted that Service Providers are receiving grant money, when they do not have the level of
insurance coverage required by the contract, and in some cases no insurance whatsoever.

Recommendation:
We recommend that Service Providers only receive grant money once valid certificates of
insurance for the amount required by the contract have been received by CSS.

G. Finding — Lack of due diligence on the part of CSS:
We noted that CSS is not verifying that, prior to receiving grant funds, the Service Providers are
submitting proof of compliance with certain important policies and procedures, such as proof of
the required insurance coverage, and verification that no paid employees are on the Board of
Directors. '

Recommendation:

We recommend that CSS take a more “pro-active” approach and ensure that all Service Providers
have proper insurance coverage, and receive proper instruction and training, and not wait for the
monitors to discover these problems after the program has been operating for some months.

Arer, 4«7 v Aol oo’

MOSS, LEVY & HARTZHEIM, LLP
Beverly Hills, CA



Attachment 4

BOARD OF
COMMUNITY AND SENIOR SERVICES Siry RS
OF LOS ANGELES COUNTY cuona oLy

BURKE

* . ZEV

3175 WEST SIXTH STREET » LOS ANGELES, CA 90020-1708 « (213) 637-0798 (213) 380-8275 FAX _—
“To Enrich Lives Through Effective And Caring Service’ DONKNABE
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August 31, 2006

To: J. Tyler McCauley
Auditor-Controller,

From: - Cynthia D. Bank
Director

Subject: RESPONSE TO MANAGEMENT LETTER ON MONITORING
OF COMMUNITY AND SENIOR SERVICES — WORKFORCE
DEVELOPMENT PROGRAMS SERVICE PROVIDERS FOR
PROGRAM YEAR 2004-05

The following is Community and Senior Services' (CSS) response to management letter
prepared by Moss, Levy and Hartzheim based on its fiscal monitoring of our Workforce
Development Programs for Program Year (PY) 2004-05.

A. Finding - Insufficient backup documentation

We noted that CSS was reimbursing Service Providers, even though the Service Provider was
not providing sufficient backup documentation (general ledger, MIS forms), or was providing
incorrect backup documentation.

Recommendation

We recommend that CSS reimburse Service Providers only after the Providers submit the
required backup documentation that reconciles to the reimbursement request.

CSS Response

It is CSS’ policy that Service Providers are required to submit backup documentation with their
reimbursement requests and we will continue to enforce this policy. This policy will be reiterated
to staff in the newly created Contract Management Division, the Accounts Payable staff and to
the Service Providers.

B. Finding — Lack of procedures for fixed asset purchases

We noted that CSS personnel are not personally tagging each fixed asset that was purchased
with grant money.
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Recommendation

We recommend that CSS personnel personally tag each fixed asset that is purchased with grant
money, for proper tracking, and that CSS maintains records of the same.

CSS Response

CS8S’ policy requires all Service Providers to tag and track their own equipment and maintain
an inventory of the assets purchased with grant funds.  Service Providers are provided
equipment tags upon request and their inventories are submitted to CSS on a biennial basis, or
more frequently if warranted, for CSS’ review. CSS staff review the inventories for
completeness, ensuring that the equipment listed have tag numbers and a comparison of the
current inventory to previous inventories submitted is also conducted to ensure that Service
Providers properly disposition all equipment (i.e., if items are no longer on the inventory list that
they were properly disposed of or salvaged).

C. Finding ~ No neqgative consequences for invoices not submitted timely

We noted that numerous reimbursement invoices have been submitted to CSS late, but there
were no negative consequences for this tardiness.

Recommendation

We recommend that CSS penalize Service Providers who submit their reimbursement invoices
after the required date.

CSS Response

CSS will evaluate the feasibility of applying a penalty to Service Providers who submit their
reimbursement invoices after the required due date. CSS will continue to inform the Service
Providers of their responsibility to submit invoices by the required deadline. For the Workforce
Investment Act (WIA) Service Providers, late submission of invoices will also be reported to the
Workforce Investment Board.

D. Finding — Signed documents not being received by the Service Provider on a
timely basis

We noted that numerous Service Providers had not received signed copies of their contract by
the time of our first site visit.

Recommendation

We recommend that CSS provide all of the signed documents back to the Service Provider on a
timely basis.
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CSS Response

Our Contract Management Division will ensure that Service Providers are provided copies of
their signed contracts immediately following execution of the contracts by CSS.

E. Finding — Contract work appears to have begun prior to contract execution

We noted that five of the 22 CalWorks Service Providers appear to have begun the program
prior to their contract being executed. Signed contracts were not provided to us during our on-
site visit, therefore we are unable to determine if executed contracts existed prior to the start of
the program or not. Possible unforeseen problems, such as violation of contract terms, scope,
and conditions may occur if executed contracts were not prepared prior to program
commencement. Furthermore, this may increase liability of the County due to a lack of or
inadequate insurance.

Recommendation
We recommend that the County reiterate in a memo or bulletin to Service Providers the

importance of not beginning work on a contract prior to the contract being executed, and to
retain an executed contract on file.

CSS Response

Based on our review of the contracts in question, it does not appear that the Service Provider
began work before the contracts were executed.

F. Finding — Additional liability exposure for the County of Los Angeles

We noted that Service Providers are receiving grant money when they do not have the level of
insurance coverage required by the contract, and in some cases no insurance whatsoever.

Recommendation

We recommend that Service Providers only receive grant money once valid certificates of
insurance for the amount required by the contract have been received by CSS.

CSS Response

Our Contract Management Division will continue to ensure that all Service Providers are holding
the required types and amounts of insurances prior to final execution of the contract and
throughout the term of the contract.

G. Finding -- Lack of due diligence on the part of CSS

We noted that CSS is not verifying that, prior to receiving grant funds, the Service Providers are
submitting proof of compliance with certain important policies and procedures, such as proof of
the required insurance coverage, and verification that no paid employees are on the Board of
Directors.
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Recommendation

We recommend that CSS take a more “pro-active” approach and ensure that all Service
Providers have proper insurance coverage, and receive proper instruction and training, and not
wait for the monitors to discover these problems after the program has been operating for some
months.

CSS Response

CSS will ensure that Service Providers maintain the required contract documents prior to
execution of a contract with the County. CSS will provide instruction and training on any and all
new requirements when necessary.

We would like to thank your staff for their work on this project. Should you have any questions
regarding our response, your staff may contact Otto Solérzano, Assistant Director,
Administrative Services Branch at (213) 738-2620 or Jackie Lynn Sakane, Contract
Compliance Division, at (213) 739-7321.
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¢ Josie Marquez, Workforce and Community Services Branch
Otto Solérzano, Administrative Services Branch
Maggie Mireles, WIA Planning & Operations Division
Jackie Lynn Sakane, Contract Compliance Division
Heberto Sanchez, Contract Compliance Division
Carol Domingo, Contract Management Division
Tina Hoang, Contract Management Division
Rogelio Tapia, Fiscal Officer



